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The actions of the Department cf Health, Educaticn, and
Welfare {HE¥) in reqion VIII were reviesed concerning: (1) use
of Federal funds for construction of a medical facility by the
Neighborhood idealth Center in Salt Lake City, Utah; and (2)
accountability for Federal grant funds avarded to Swetuwater
Health Services, Inc., in Rock Springs, Wkycwing. The
Neighborhood liealth Center is currently lteing used Ly a
federally qualified health maintenance organization (HMC), and
Sweetwater Health Services was an HMO projecc that has teen
terminated., The review was prompted by allegations cf
mismanagement of the HMO program in region VIII, ccntlicts of
interast involving Federal esployees, and pcssitle
misappropriation of Federal funds. Findings/Ccnclusions: EEw's
management decisiins concerning grants to the Neighkcrhccd
Health Center from 1971 through 1977 were conflicting, unclear,
and untimely with regard to interpretation and application ot
Federal requlations and policies concerning grant ccnditions and
grant-related incose, departmental pclicy goveraing
construction, and clarification of the Federal interest in a
medical facility constructed for the Meighbcrhcod Health Center.
Region VIII management allowed the center tc ccllect furds fros
several program sources intended to pay medical care exgenses cf
low-income consumers and to place thcse funds in a con‘ingency
reserve tfund to construct a medical facility. These acticne wvere
contrary to HEW policy. Public Health Service Leéadgquarters
officials ratified the region®'s dsacisico without determining
whether they coeplied with special grant ccnditions. The region



did not adequately monitor Sweetwater Health Services' grant
activities to ensure that adequate accounting records and
supporting documents were available; HEW wus nct in a position
to assyre that grant fund= and grant-relate¢d iacone were
properly accounted for. Recommendaticns: The Secretary of HEW
should direct the Regional Health Administratnr to: initiate
collection of iuterest earned on grant funds Lty the Neighktochcod
Health Center, initiate collection cf ali vnallouable grant
expenditures incurred by Sweetwater Health Services, determine
vhet her Sweetwater Health Services acted ic gocd faith tc become
a federally gqualified HMO, determine whether Sweetuwiter has an
obligation to return Federal HMO grant funds, and estaklish
Ranagement policies and procedures t. grevent a recurrence of
gqrant managemsnt problems. (RRS)
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REPOIRT BY THE

Compitroller Generdl
OF THE UNITED STATES

Problems In Administration
Of Two Health Grant Projects
In Region Vili

HEW’s region VIl encompasses Colorado,
Wyoming, Utah, Montana, and North and
South Dakota. The Chairman of the Sub-
committee on Health and Scientific Research,
Senate Committee on Human Resources, re-
quested GAO to review two HEW health grant
projects in the region.

GAO found that HEW allowed the use of Fed-
eral funds to

--consiruct a $900,000 medical facility
without adequately establishing the
Federal financial interest in the facility
and without asst ring compliance with
departmental regulations, and

--operate a developing health mainten-
ance organization grant project without
remedying known probems such as in-
adequate financial management.

HRD-78-61
JULY 20, 1978



COMPTROLLER GENERAL CF THE UNITED STATES
WASHINGTON, D.C. 20548

B-164031(5)

The Honorable Edward M. Kennedy

Chairman, Subcommittee on Health
and Scientific Research

Senate Committee on Human Resources

Dear Mr., Chairman:

In respounse to your June 16, 1976, le:ter =znd subsequent
discussions with your office, we are reporting on cur review
of the administration of Federal funds provided to two grant
projects in the Depcrtment ¢f Health, Education, and Welfare's
(HEW's) region VIII. Regio.. VIII encompasses Colorado,
Wyoming, Utah, Montana, and North and South 7 ikota.

We found that region VIII's management did not adequately
establish the Federal Government's financial interest by al-
lowing (1) use of Federal funds to construct a Salt Lake City,
Utah, medical facility costing over $900,000, purchase of a
parcel cof unimproved propeity and mainterance of a contingency
reserve fund without requiring compliance with established
regulations and special grant conditions, and (2) use of HEW
grant funds by Sweetwater Health Services, Incorporated,
despite the iradequacy of its accounting system and support-
ing documents, and region VIII management's awareness of the
grantee's slow rate of progress toward becoming a gualified
health maintenance organization.

During the course of our review and up to the present,
HEW has been reviewing issues that are related to the matters
covered in this report. We delayed the issuance of this
report to include the legal and audit resolution of some of
these matters by HEW region VIII, but we are reporting the
results of our study without final departmental action.

Accordingly, this report recommends that the Secretary
of HEW direct the Regional Health Administrator to:

--Initiate collection of the interest earned on grant
funds by the Neighborhood Health Center and its
successor organizations.

--Determine the amount of and initiate collection of all
unallowable grant expenditures incurred by Sweetwater
Health Services.



B-164031(5)

-~Determine whether Sweetwater Health Services had acted
in good faith toward becoming a federally qualified
health maintenance organization, and in view of its
voluntary withdrawal from the qualification process,
whether an obligation exists to return Federal grant
funds.

-~Clearly establish management policies and procedures
to prevent 2 recurrence of HEW's grant management
problems similar to those identified at Sveetwater
Health Services.

Your request was prompted by allegations of HEW employ-
ees that they have had personnel actions taken against them
because of their disagreemeiit with sume program decisions
concerning the projects discussed in this report. The
Secretary of HEW, responding in April and May 19/7 to in-
quiries from Congressman Timothy Wirth and Congresawoman
Patricia Schroeder stated that a review of the program
issues raised by these individuals and the Department's
alleged harrassment o them will be made after issuance of
this report and remedial acticn will be taken as necescary.

As you know, section 236 of the Legislative Reorganiza-
tion Act of 1970 requires the head of a Federal agency to
submit a written statement on actions taken on our racommenda-
tions to the House Committee on Government Operations and the
Senate Committee on Governmer tal Affairs not later than
60 days after the date of the report and to the House and
Senate Committees on Appropriations with the agency's first
request for appropriations made more than 60 days after the
date of the report.

As arranged with your office, we are sending copies of
this report to Senator Sam Nunn. Copies will also be avail-
able to other interested parties who request them.

Sincerely yours,

T 1]

Comptroller General
of the United States



COMPTROLLER GENERAL'S PROBLEMS IN ADMINISTRATION
REPORT TO THE SUBCOMMITTEE ON OF TWO HEALTH GRANT PROJECTS
HEALTH AND SCIENTIFIC RESEARCH IN REGION VIII

COMMITTEE ON HUMAN RESOURCES

UNITED STATES SENATE

— . w—— - e e

WHY THE REVIEW WAS MADE

At the request of the Chairman, Subcommittee
on Health and Scientific Research, Senate
Committee on Human Resources, GAO reviewed
the actions of the Department of Health,
Education, and Welfare's (HEW's) region ViII
concerning

-=use of Federal funds for construction of a
medical facility by the Neighborhood Health
Center, Salt Lake City, Utah; and

--~accountability for Foderal grant funds
awarded to Sweetwater Health Services,
Incorporated, Rock Springs, Wyoming.

The Neighborhood Realth Center facility is
currently being used by a federally quali-
fied health maintenance organization, and
Sweetwater Health Services was a health
maintenance organization project that is
now terminated.

The Chairman's request was prompted by al-
legations of (1) mismanagement of the

health maintenance organization program in
region VIII, (2) conflicts of interest in-
volving Federal employees, and (3) possible
misappropriation of Federal funds. The al-
legations were directed primarily toward

the Neighborhood Health Center's misuse of
Federal funds and Swee:water Health Services®
lack of an adequate accounting system to
properly account for Federal grant funds.
These allegations were raised by certain
region VIII program officials who claim that
adverse personnel actions were initiated
against one of them because of their disagree-
ment with some program decisions concerning

Upon removal, the report .
cover date shouid be note 1 hereon, i HRD-78-61



grants to the Neighborhood Health Center and
Sweetwater Health Services. Based on agree-
ments reached with the Subcommittee office,
we limited our review to HEW's management of
the two grant projects. (See pp. 5 and 6.)

FINDINGS AND CONCLUSIONS

Neighborhood Health Center

Region VIII allowed the Neighborhood Health
Center to collect funds from sevaral pro-
gram sources intended to pay medical care
expenses of low-income consumers and place
these funds in a contingency reserve. In
some cases, for example as with Medicaid
payments, Neighborhood Health Center received
funds from two sources to finance the same
expense. Interest earned on funds in the
contingency reserve were retained in the
contingency reserve by Neighborhood Health
Center.

Neighborhood Health Center used funds from
the contingency reserve *~ construct a
$900,000 medical facility and to purchase
unimproved land. DRegion VIII officials

did rot act promptly to establish fully

the Federal Government's financial interest
in the medical facility and other property.
This situation occurred because HEW manage-
ment decisiona concerning grants to the
Neighborhood Fealth Center and its successor
organizations from 1971 through 1977 have
been conflictiig, unclear, and untimely
with regard to:

--Interpretation and application of Federal
regulations and policies concerning grant
conditions and grant related income.

--Departmental policy governing construction.

--Clarification of the Federal interest in
the medical facility. (See pp. 19 and 20.)
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Sweetwater Health Services

Region VIII continuously funded Sweetwater
Health Services and its predecessor organiza.
tion for ahout 3-1/2 years with grant funds
authorized under section 314(e) of the Public
Health Service Act and the Health Maintenance
Organization Act until Sweetwater Health Serv-
ices voluntarily withdrew from the health
maintenance organization program. Region VIII
did not adequately monitor Sweetwater Health
Services' gragnt activities to make sure that
adequate accounting records and supporting
documents were available during the last

18 months (June 1, 1974 to Nov. 30, 1975) of
Sweetwater Health Services' existence. Thus,
HEW was not in the position to assure that
grant funds and grant-related income were
properly accounted for and used in compliance
with Government regulations and grant condi-
tions. HEW Audit Agency subsequently deter-
mined that certain costs were unallowatie.
Furthermore, HEW funding continued even though
HEW was aware that Sweetwater Health Services
wag making little progress toward becoming a
federally qualified health maintenance organi-
zation. (See pp. 34 and 35.)

RECOMMENDATIONS

GAO recommends that the Secretary of HEW
direct the Regional Health Administrator to:

-~Initiate collection of the interest earned
on grant funds by the Neighborhood Health
Center and its successor organizations.

--Initiate collection of all unallowable
grant expenditures incurred by Sweetwater
Health Servicer.

--Determine whether Sweetwater Health Services
had acted in good faith toward becoming a
federally qualified health maintenance
organization and, because of its voluntary
withdrawal from the qualification process,
whether an obligation exists to return
Federal health maintenance organization
grant funds.

iii



—-Clearly establish management policies and
Procedures to prevent a recurrence of HEW's
grant management problems similer to those
ideatified at Sweetwater Health Services.

AGENCY COMMENT'S

HEW concurred with our recommendations.

HEW disagreed with the implication in GAO's
draft report tiat the regional office acted
inappropriately in allowing the grantee to
use grant-related ircome to -onstruct a fa-
cility. However, ic acknowledged that sorme
of the income should not have been included
in the reserve, but stated that there is no
prohibition to establishing such a reserve.
GAO is not implying that it is inappropriate
to establish a contingency reserve. It is
inappropriate, however, to receive funds
from several governmental sources to finance
the same expense and place the excess funds
in a reserve to construct the facility.

(See pp. 20 and 21.)

HEW did not agree with GAO's position that
Sweetwater Health Services continued to be
funded despite the region's knowledge that
Sweetwater Health Services was not making

satisfactory progress toward qualification.

GAO believes that its report sufficiently
addresses the findings of Sweetwater Health
Services' inadequate progress by regional
staff and consultants under contract with
HEW who evaluated the plan's progress toward
quzlification. G20 still maintains that
Sweetwater Health Services' lack of progress
existed over an extended period of time and,
thus, consideration should have been made
Sooner, if not to terminate the grant, at
least to assess the lack of success of the
region's attempts to assist this project.
(See pp. 35 and 36.)
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CHAPTER 1

INTRODUCTION

At the request of the Chairman, Subcommittee on Health
and Scientific Research, Senate Committee on Human Resources,
we reviewed the actions of the Department of Health, Ed.ca~-
tion, and Welfare's (HEW's) region VIII 1/ concerning

—-use of Federal funds for construction of a medical
facility by the Neighborhood Health Center (NHC) 2/,

Salt Lake City, Utah; and

~=-accountability for Federal grant funds awarded to
Sweetwater Health Services, Incorporated (SHS),
Rock Springs, Wyoming.

The NHC facility is currently being used by a federally
qualified health maintenance organization (HMO), and SHS was
an HMO project (now terminated).

Our review was prompted by allegations of mismanagement
of the HMO program in HEW's region VIII, conflicts of inter-
est involving Federal employees, and possible misappropriation
of Federal funds. The allegations were directed primarily
toward NHC's misuse of Federal funds and SHS's lack of an
adequate accounting system tc properly account for grant
funds. It was also charged that region VIII's management has
been aware of problems with the grantees, and it was clearly
implied that regional management failed to take remedial
action and, subsequently, attempted to conceal the region's
deficiencies in managing the two grant projects. These alle-
gations were raised by certain region VIII program officials
who claimed that adverse personnel actions were initiated
against them because of their disagreement with program
decisions concerning grants to NHC and SHS.

Based on agreements reached with the Subcommittee staff,
we limited our review to HEW's management of the two grant
projects,

1/Region VIII encompasses Colorado, Wyoming, Utah, Montana,
and North and Souc! Dakota.

2/Neighborhood Health Centers are now officially called
Community Health Centers.



FEDERAL GRANT PROGRAMS FOR HMOs

In his February 1971 and March 1972 health messages to
the Congress, the President encouraged the establishment of
HMOs as an alternative to traditionai fee-for-service health
care delivery systems. Consistent with that cbjective,
starting in 1971, HEW allocated about $31 million under
sections 304, 314(e), and 910(c) of the Public Health Serv-
ice (PHS) Act (42 U.S.C. 242(b), 246, 299(3)) for research,
development, evaluation, and technical assistance to aid pro-
totype HMOs. Also, during fiscal years 1971-73, the Office
of Economic Opportunity (OEO) provided about $42.5 million
under the Economic Opportunity Act (42 U.S.C. 222(a)(4)) for
a program of developing and/or subsidizing community health
networks. These networks were intended to have many charac-
teristics of HMOs and were designed to market prepaid Lealth
plans to low-income, near poor, and nonpoor consumers.

The HMO Act of 1973 (42 U.S.C. 300e), approved Decem-
ber 29, 1973, amended the PHS Act to provide a trial Federal
program to develop alternatives to traditional forms of health
care delivery and financing by assisting and encouraging the
establishment and expansion of HMOs.

The act authorizes grant funds for feasibility studies,
pPlanning and initial development activities, and loans for
operational assistance after an organization becomes a fed-
erally qualified HMO.

As of June 30, 1977, HEW had awarded grant and loan
funds under the act totaling $98.6 million to 168 organiza-
tions. Of the 168 organizations, the 15 in region VIII were
awarded a total of $2.5 million in grant funds. Five of the
15 organizations also received PHS 314(e) grants totaling
$0.7 million. HEW's regional organizations are to monitor
and assist the grantees.

FAMILY HEALTH PROGRAM OF UTAH

The Family Health Program became a federally qualified
HMO in July 1977. 1Its health centers in Salt Lake City, Utah,
were originally developed as neighborhood health centers
beginning in 1970. fThe primary predecessor organization,
NHC, was formed through the efforts of the Community Health
Centers Foundation, Salt Lake City, Utah, a project jointly
funded in 1970 and 1971 by OEO and PHS for the purpose of
developing and operating neighborhood health ce-ters in the
Salt Lake City area.



NHC began delivering prepaid medical services to low-
income consumers in July 1971 through a medical clinic which
was located in central Salt Lake City south of the main busi-
ness district. As a subgrantee of Community Health Centers
Foundation, NHC received OEO and PHS grant funds to provide
low-cost medical care to persons in the Salt Lake City area
who were not eligible for Medicaid or Medicare services under
the Social Security Act. NHC described itself as an "HMO for
poor pecple.*

In 1972 NHC continued to reczive PHS grant funds to pro-
vide medical care to low income consumers. It also received
OEO grant funds as a subgrantee of the Community Health Cen-
ters Foundation until December 1972 when Federal funding of
the Foundation terminated.

During 1972 NHC also received PHS approval to expand
into southern Salt Lake County. It purchased land south of
the Salt Lake City central business district in a suburban
area and awarded a contract effective September 28, 1972,
for construction of a second medical clinic which was com-
pleted in December 1973. The purchase of land and construc-
tion of the medical facility were financed from Federal
funds held in a contingency reserve. (See pp. 7, 8 and 9.)

Merger negotiations during 1973 between NHC and Group
Health Association of Utah (a PHS grantee in 1972 and 1973)
resulted in the formation of the Utah Group Health Plan,
which assumed operations of the two medical clinics. Utah
Group Health Plan continued to receive grants under sec-
tion 314(e) of the PHS Act for its health center activities
and under title XIII of the act for HMO activities.

In 1975 Utah Group Health Plan began exploring a merger
with Family Health Proaram of California and in January 1976,
transferred management operations of the two medical clinics
to the Family Health Program. The merger was later completed
and on July 1, 1976, Family Health Program assumed full re-
sponsibility for all former Utah Group Health Plan activities.

The table on page 4 shows total Federal grant awards and
the grantee's reported expenditures for NHC activities through
April 1977. It includes awards to Family Health Program of
Utah and its predecessor organization, Utah Group Health Plan.



Summary of Grant Awards and Expenditures

PHS Act Economic Opportunity Act
section 314(e) section 222a
Grart Grant
awards expendi-~ Grant Grant
Grant period (note a) tures awards expenditures
5/70-12/70 328,910 $ 253,022 $ 424,839 (b)
1/71-12/71 1,000,000 509,585 807,544 317,076
1/72-12/72 1,611,000 1,911,000 c/750,000 737,208
1/73-12/73 2,557,220 2,354,586 - -
1/74- 3/75 2,385,249 2,695,038 - -
4/75-12/75 1,612,686 1,612,686 - -
1/76~ 4/76 687,314 675,583 - -
5/76- 4/717 2,279,880 (d) - -
Total $12,462,259 $10,011,500 $1,982,39> $1,054,284

a/Excludes carryover of grant funds from prior budget period(s)
available for expenditure.

b/Grant expenditures were not shown in available data.

C/OEO funding ended with the 1972 calendar year award. Grant
expenditures of $737,208 includes $272,456 added to the con-
tingency reserve fund. (See pp. 9 to 11.)

d/Expenditure report was not available for the grant period.

SWEETWATER HEALTH SERVICES, IWCORPORATED

SHS was incorporated in Junz .72 as a nonprofit cor-
poration to develop and operate a prepaid health care plan
in Sweetwater County, Wyoming. During tne first 2 years of
Federal grant assistance, SHS was a subgrantee of Wyoming
Health Services and was not directly responsible to HEW for
grant funds. Wyoming Health Services was formed by the
Wyoming State Medical Society to study the feasibility of
HMOs in Sweetwater County. It received two Federal grants
beginning in April 1972 to develop an HMO. Effective June 1,
1974, responsibility for the second grant was transferred to
SHS. :

HEW grant funds awarded and reported as expended by
Wyoming Health Services and SHS are summarized as follows:



Organization and Funding Grant Reported

grant period covered source awards expenditur« «
Wyoming Health Services:
1/ 1/72 - 12/28/73 sec. 3l4e $ 50,000 $ 50,000
PHS Act
1/ 1/73 - 5/31/74 sec. 3l4e a/129,749 129,749
PHS Act
Total $179,749 $179,749
SBS:
6/ 1/74 - 10/31/74 sec. 3l4e a/21,068 25,718
PHS Act
10/ 1/74 - 9/30/75 HMO Act 205,781 157,072
10/ 1/75 - 11/30/75 HMO Act __{(b) 22,682
Total $226,849 $205,472
Grant Total $406,598 $385,221

a/Total award to Wyoming Health Services for this period was
$150,817. Unobligated balance of $21,068 was transferred
to SHS.

b/Period of previous award extended without additional funding.

The SHS Board voted to withdraw from the program effec-
tive October 31, 1975. On November 14, 1975, HEW formally
notified SHS that it had not demonstrated the capability to
become: a federally qualified HMO.

SCOPE OF REVIEW

Our review, which was conducted at HEW headquarters, the
region VIII office in Denver, the State of Utah Department of
Social Services, and the Family Health Program office in
Salt Lake City, included

—--an examination of reports and workpapers of HEW
internal auditors,

--an examination of reports of certified public account-
ing firms which audited the grantees,

--an examination of selccted accounting and statistical
records of the Salt Lake City grantees,



--a review of HEW records and files, and

--discussions with officials of HEW, the former CECU, the
grantee, and the State of Utah Medicaid program.

As noted on page 1, certain adverse personnel actions
were initiated against one of the region VIII program ofiyi-
cials who brought the allegations of HMO program mismanage-
ment to the attention of the Chairman, Subcommittee on Health
and Scientific Research, Senate Zommittee on Human Resources.
We did not address these charges because such personn:i ac-
tions are. in our opinion, an internal matter that should
initially be handled by HEW.



CHAPTER 2

FEDERAL FUNDS USED TO CONSTRUCT MEDICAL FACILITY

WITHOUT FEDERAL FINANCIAL INTEREST BEING

ADEQUATELY ESTABLISHED

The Department of Health, Education, and Welfare's man-
agement decisions concerning grants to the Neighborhood Health
Center and its successor organizations from 1971 through 1977
have been conflicting, unclear, and untimely with regard to

--interpretation and application of Federal regulations

and policies concerning grant conditions and grant
related income,

--departmental policy governing constructicn, and

--cclarification of the Federal interest in a medical
facility constructed for NHC.

USE OF FEDERAL FUNDS FOR CONSTRUCTION
OF A MEDICAL FACILITY

Significant amounts of Federal funds, earmarked for the
provision of medical services, were used to construct a
medical clinic costing over $900,000 *~ serve low-income
consumers of the South area of Salt Lake County. NHT was
able to finance and build the new medical facility with
Federal funds because region VIII management

-—-approved NHC's request to establish and place in a
contingency reserve fund, grant-related income, such
as Offic» of Economic Opportunity grant moneys and
Medicaid reimbursements, without region VIII manage-
ment requiring NHC to stipulate the intended use oi
the fund; *

~-allowed NHC to use the contingency reserve fund for
construction of a medical clinic and purchrase of
adjacent unimproved land without requirine compliance
with OEO special grant conditions and provisions for
construction; and

--awarded NHC a Public Health Service grant to supple-
ment the cost of medical care to low-income consumers
without stipulating that other funds, such as Medicaid
receipts, received for this same purpose be used before
using PHS grant funds.



Establishment of a contingency reserve fund

In a December 13, 1971, letter to HEW, the NHC Director
requested written confirmation of the PHS regional project
officer's earlier verbal authority to use grant related income
according to alternative 2 of the HEW Grant Administration
Manual. 1/ Alternative 2 stated that such income could be
used to further the purposes of the PHS grant program for
which the award was made. The regional project officer, who
was also the Regional Director, Office of Grants Management,
confirmed this agreement by letter on December 21, 1971.
However, neither letter stipulated the planned use of the
funds nor mentioned NHC's intention of establishing a re-
serve fund to construct a medical clinic.

Our review of records disclosed the source and use of
the funds establiring the contingency reserve. As noted in
the following table, most of the funds came from governmental
sources. Our analysis and a prior HEW analysis (see pp.1l4
fund indicate HEW management lapses in assuring continuous
application of Federal regulations and contractual agree-
ments affecting Federal grant and Medicaid funds.

Our analysis of records regarding contingency reserve
fund receipts and expenditures from December 1971 through
March 31, 1975, and the remaining balance at that date are
summarized in the following table.

1/The HEW Grants Administration Manual, ch. 1-420, defined
grant-related income as "Income derived by a grantee organi-
zation from activities conducted under the auspices of the
grant supported activity. Such income may be produced by
the services of individuals <. by employing equipment, fa-
cilities or general services of the grantee organization."



Receipts

Government sources:

Expenditures

Medicaid (note a) $603,260 Land (clinic 11) $162,167
OEO grant (note b) 272,456 Land improvements
314(e) PHS arant 60,000 {clinic II) 62,204
Misceilaneous 28,279 Building
{note c) (clinic II) 715,198
Total $ 963,995 Total (clinic II) 939,569
Nongovernment sources: Leasehold improve-~
Medical care ments (clinic I) __9,934
receipts $ 99,146
Interest income (6,405 Total $949,503
Miscellaneous __437 T
Reserve balance $180,480
Total $_.165,988
Total $1,129,983

a/Medicaid payments were made b

with the State health

Federal funds.

b/Based on appruximatel

12 months.

c/Represents other Federal

($26,742).

Yy the State of Utah, but, in accordance
plan, these payments are financed primarily from

y 1,875 enrollees at $12.33 per month for

program revenue ($1,537) and Medicare receipts

Most of the receipts placed in the reserve represented
calendar year 1972 income to NHC. The majority of the
Medicaid receipts were received on a capitation basis (a
uniform fee applied to a monthly estimate of the number of
eligible patients) under a Prepayment plan contract with the
State of Utah.

Portion of contingency reserve fund
from OEO grants

NHC received, as a subgrantee of the Community Health
Centers Foundation, a $750,000 OEO grant for the period
January 1, 1972 to December 31, 1972, to provide medical care
to an estimated 1,875 low income patients. The award was
based on a prepayment capitation fee of $33.33 a month per
enrollee,.

In a June 5, 1972, letter, the NHC Director advised the
PHS project officer that $21 of each $33.33 capitation fee
was being used to cover the expected medical care expenses
of OEO patients and the balance, $12.33, was being added to



the reserve as grant-related income. The NHC Director stated
that the $12.33 would provide $277,425 toward a contingency
reserve, and an additional $722,575 would be added from other
program generated income. He also stated that $600,000 of
the reserve would be used for a second medical clinic located
in the southern part of the Salt Lake City Area. The letter
implicitly requested approval of the method of accounting for
OEO funds. 1In his June 13, 1972, response, the PHS project
officer approved the method of accounting for OEO funds but
made no comment about using the reserve for a second clinic.

NHC also received $300,000 from - - OEO grant for calendar
year 1972, This award included $250,000 for developing plans
and constructing a medical clinic and $50,000 for equipping
the new clinic. The award of construction funds was contin-
gent on NHC meeting the OEO special grant conditions set
forth in the grant award. These included conditions requir-
ing (1) the Community Health Centers Foundation and NHC to
execute agreements which set forth the Government's rights
and residual interest in any facility purchased, constructed,
or renovated with Government funds, and (2) that the Community
Health Centers Foundation obtain prior written OEO approval
for »ach stage of planning and construction.

In May 1972 OEO deobligated the $300,000 grant for con-
struction and equipment since neither the Community Health
Centers Foundation nor NHC had begun to meet the special
grant conditions. In a May 30, 1972, letter to the Community
Health Centers Foundation, OEO stated that it would consider
reawarding up to $300,000 if requested by NHC, and evidence
was furnished showing that the gpecial grant conditions were
met before December 31, 1972. A letter which OEO issued to
the NHC Director on June 30, 1972, shortly before OEO's re-
sponsibilities for NHC were transferred to HEW, stated that
OEO was not willing to make the witidrawn $300,000 available
to the project. However, it would concur in reallocating a
portion of the fiscal year 1972 funds budgeted for health
services (i.e., the $750,000 capitation grant) to facility
development if:

--prior PHS approval was obtained,

~-health services for current OEO enrollees in NHC
continued without reduction,

~-funde from all other possible sources of financing
were unobtainable, and

-=-no more than $300,000 was reallocated.
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As discussed on P- 9, NHC requested and received ap-
proval from the PHS project officer to allocate a portion of
the $750,000 capitation grant to the contingency reserve fund.

However, the PHS project officer's approval of NHC's
accounting methods for OEO funds occurred on June 13, 1972,
prior to OEO's June 30, 1972, letter permitting reallocation
of such funds. Also, the PHS project officer made no refer-

ence to the OEC special grant conditions.

Effective July 1, 1972, by interagency agreement, HEW
was assigned responsibility for managing the 1972 OEO grant
in addition to managing the PHS grant. Ail Regional Health
Directors were advised that OEOQ grant conditions and policy
guidelines were to be followed for the remainder of the grant
budget period for OEQ grants transferred to HEW. Additional
HEW guidelines were provided for administering OEO grants
which required that OEO special grant conditions for construc-
tion, such as those included in the 1972 OEO grant to NHC
would be carried out by the Health Services and Mental Health
Administration. Consultation and technical assistance would
be done on a regional basis by HEW's Facilities Engineering
and Construction Agency. All regional engineers were advised
of this policy. However, region VIII management circumvented
this departmental policy governing construction by failing
to carry out these special grant conditions on facilities con-
struction and also by failing to notify the regional engineers
about the NHC construction projerct. Furthermore, a note from
OEO to HEW in March 1973 states that the OEO special grant
conditions were not met.

Request for additional construction funds

In September 1972 the NHC Director wrote the PHS project
officer that the first phase of the second medical clinic con-
struction had to be completed by August 1973. This required,
in addition to funds accumulaied in the contingency reserve,
about $250,000 for basic medical equipment. He requested
approval to set aside $250,000 from OEO funds budgeted for
facility development. The PHS project officer approved the
request on September 22, 1972, stating in par%* that the
$250,000 would be considered as partly meeting OEO's commit-
ment of up to $300,000 for facility development. Instead of
rebudgeting 1972 OEO funds for equipment, $250,000 was in-
cluded in the calendar year 1973 PHS section 314(e) grant
award for this purpose. This award was later revised to
provide $379,023 for equipment and $60,000 for construction.
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Following the September 22, 1972, approval, the NHC
Director forwarded a copy of a signed construction contract
to the regional project officer nn September 23, 1972. The
NHC Director stated that the contractor had some apprehension
about whether all Federal requirements had been met. "he
regional project officer replied that his office 4id not need
to approve the contract because Federal grant funds were not
involved. However, as now stated in a July 1977 opinion by
the HEW region VIII attorney, grant related income was in-
volved. Because of the conditions set by OEC, we believe
r.:at HEW should have reviewed the contract to assure that
Federal requirements were met.

Portion of contingency reserve fund from PHS
grants and Medicaid payments

NHC received $1,911,000 in PHS section 314(e) grant funds
during 1972 to provide for the cost of medical services in-
curred above that covered by other sources of funds. The
grant award stipulated that none of these funds may be used
for site acquisition, construction, remcdeling, renovation,
or equipment for a second medical clinic facility in the
southern Salt Lake City suburban area.

NHC, in its 1972 PHS grant application, estimated a re-
qguirement of $3,325,000 for the provision of medical services.
Its estimate did not include any provision for construction
or a contingency reserve. In addition to a $1,911,000 PHS
grant, the $1,414,000 balance was to be funded from the
following fund sources:

Salt Lake County contribution

of clinic space $ 64,000
Title XIX Medicaid 560,000
OEO 750,000
Other 40,000

Total $1,414,000

NHC's Medicaid agreements for 1971 and 1972 with the
State of Utah's Department of Social Services provided that
NHC would receive $18.00 each month for every Medicaid
enrollee. Our analysis of records indicates that total
Medicaid receipts received from the State of Utah for 1971
and 1972 were $78,678 and $545,525, respectively.

None of the Medicaid funds received during 1972 were used

to pay either the expense of providing medical care to the
Medicaid patients enrolled under thz prepayment agreement with
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the State of Utah or other NHC operating or administrative
expenses. These expenrces ware financed primarily from OEO
and PHS operating grant Zunds, while Medicaid receipts were
placed in the contingency reserve fund. Thus, NHC received
funds from two sources to finance the same expense--financing
the cost of medical care to Medicaid patients—--once under a
prepayment agreement with the State of Utah and again from
the PHS grant.

In an August 1971 letter, the Regional Health Director
advised the Acting Executive Director, Community Health Cen-
ters Foundation, that PHS grant funds for NHC cannot be used
to pay for the cost of health care services *o Medicaid pa-
tients. The letter was signed by the PHS project officer.
The letter stated that payment should be secured from third-
party agencies, including Medicaid, for covered health care
services provided beneficiaries of such third-party agencies,
through PHS grant-aided health care centers.

PHS grant funds may be used only to supplement the cost
of providing medical services to Medicaid patients and are
not to be used to pay 100 percent of the cost when Medicaid
funds to provide such care are available. A State official,
responsible for administering the Medicaid program, told us
that the State's principal concern was that Medicaid patients
received the health benefits to which they were entitled. As
long as this was done, he was not concerned about how the
Medicaid funds were used unless the funds were used in viola-
tion of a Federal requlation.

Although no 1972 Medicaid funds were used to pay medical
care expenses, available data for the last 6 monihs of ca-
lendar year 1972 showed that Medicaid patients accounted for
about 34 percent of the patients receiving medical care from
the first NHC clinic.

The PHS project offi_er, by not obtaining assurances on
how the PHS grant funds and Medicaid payments were adminis-
tered, allowed NHC to use PHS grant funds to pay for the cost
of medical care to Medicaid patients, while Medicaid receipts
were being placed in the contingency reserve fund.

In January 1973 responsibility for administering the
PHS grant to NHC was assigned to a different region VIII
official. Questions were raised regarding the propriety of
certain actions of the former project officer, and this
official requested headquarters advice. According to his
memorandums, telephone discussions in March and June 1973
between this official and headquarters grants management
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officials indicated headquarters belief that there was no
problem in financing the conutruction of a second medical
clinic with Medicaid and OEO funds included in the contin-
gency reserve. The region was advised in the June discussion
that the Government's interest in the new clinic was limited
to the grant dollars used to pay construction costs.

The headquarters Office of Resource Management, Grants
and Contracts, in consultation with the headquarters Office
of General Counsel advised the Deputy Regional Health Direc-
tor (the official responsible for the NHC grant in 1973) by
a July 19, 1973, letter, that

--$60,000 of the 1973 PHS grant ($250,000) budgeted
for equipment could be rebudgeted for construction,

--grant related income accumulated in a contingency
reserve from OEO and Medicaid capitation payments
could be used for construction, and

~--the newly formed organization, Utah Group Health Plan
(see p. 3), resulting from a merger of NHC with the
Group Health Association of Utah would own the
facility.

This letter was forwarded to the NHC director in August 1973.

inu.ese discussions and correspondence cited the OEO con-
struction commitment to the NHC as a basis for the approvals.
However, none of these discussions or correspondence mentioned
the need for NHC to comply with the OEC special grant condi-
tions described on page 10 before beginning the NHC construc-
tion project.

HEW AUDIT AGENCY AUDIT OF
UTAH GROUP HEALTH PLAN

In July 1974, the Regional Health Administrator requested
that HEW Audit Agency audit Utah Group Health Plan. The re-
quest specifically asked that the Audit Agency review activi-
ties pertaining to the contingency reserve fund and ccnstruc-
tion of the medical facility. The Audit Agency reported its
tentative findings to the Regional Health Administrator in
November 1974, and questioned (1) whether grant related income
committed for use as cost sharing, could be accumulated in a
reserve account and used for construction; and (2) whether
the Federal Government has a vested interest in the title to
the constructed facility. The tentative audit findings were
referred to the regional attorney and the headquarters Office
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of General Counsel for comment. The Office of General Counsel
advised the regional attorney in Januzary 1975 that:

--Section 314(e) grants can fund construction for any
project transferred from OEO to the extent tha'. con-
struction was part of the OEO project plan prior to
that transfer.

~-Grant-related income may be retained by the grantee
to develop and maintain a reserve fund to be used in
offsetting underestimates of funding needs for approved
project activities.

--Grant funds and grant-related income, with the excep-
tion of interest earned on grant funds, may be used
for the purposes and in the manner described in the
audit report.

The regional attorney furnished these comments to the Regional
Health Administrator in January 1975. His letter stated that
although the use of Federal funds to construct the Utah Group
Health Plan (formerly NHC) clinic could be legally support-
able, it was done against department policy; and while the
Government may not be able to recover the money or obtain
title to the clinic, some type of assurance that the facili-
ties will be used for public health services for a substantial
time period was warranted. The regional attorney suggested
that a deed requiring such use for 30 Years would serve this
purpose.

On April 2, 1975, a quit claim deed was executed by
region VIII and Utah Group Health Plan via a local title com~-
pany which 1. ft title to the clinic with the grantee. How-
ever, it included a provision that, for a period of 20 years
(beginning Januarv 1, 1975), the property must be used con-
tinuously as a medical or medical and dental facility. The
unimproved portion of the land was excluded, apparently as
a bargaining issue to obtain execution of the deed.

The HEW Audit Agency released its final report in April
1975 with the follnwing recommendations:

--Region VIII officials should more closely review
grantees' requests for permission to use grant funds
and grant-related income and insure that the decisions
reached comply fully with applicable laws and regula-
tions. (The report merely stated that under HEW
policy, use of grant-related income for construction
was questionable.)
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--The Administrator, with appropriate legal counsel,
should determine ownership of the constructed facili-
ties and take action based on that determination.

The Regional Health Administrator, in May 1975 comments
to the Audit Agency's final report, agreed that the construc-
tion and reserve approvals reflected questionable judgments
but stated that the regional attorney's comments indicate that
there was an adequate legal basis for approval of the con-
struction activity. He also referred to the April 2, 1975,
quit claim deed discussed in the Audit Agency's final report.

Region VIII officials requested additional information
on the contingency reserve fund from the grantee. Utah Group
Health Plan responded with a summary of contingency reserve
receipts and expendituras as of March 31, 1975. Neither the
grantee's summary nor the Audit Agency's workpapers or report
indicated the amounts received from the various fund sources
included as grant related income.

REGIONAL ATTORNEY OPINION--MEDICAL CLINIC
AND CONTINGENCY RESERVE BALANCE

In letters to the regional attorney in December 1975 and
March and April 1976, the PHS staff asked several questions
about the legal consequences of a potential merger betireen
Utah Group Health Plan and Family Health Program. Included
were questions about the accumulatved contingency reserve, the
status of the unimproved land not covered by thre quit claim
deed, and the effect of the merger on the deed.

The regional attorney responded in March 1976 that, if
the laws of the State which governed the merger were similar
to Utah's laws, the deed provision requiring use of the fa-
cilities for 20 years for medical purposes would still apply.
He also stated that since the deed does not clearly express
the intent that title to the facility is to revert to the
United States if the titleholder ceases to receive Federal
financial assistance, it must be concluded that the title-
holder may retain the clinic even though it does not receive
such assistance, so long as it continuously uses the facility
as a medical or a medical and dental facility.

The Regional Health Administrator wrote the regional
attorney in April 1976 requesting & legal review and opinion
to clarify the Federal interest in the medical clinic, the
unimproved land, and the contingency reserve fund balance.
The regional attorney advised the Regional Health Administra-
tor in May 1976 that to furnish the requested legal assist-
ance, additional information was needed such as
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--copies of grant award and related documents,

--dates of acquisition of improved and unimproved
property,

--source of funds used to purchase the property, and

--dates and sources of funds used to accumulate the
contingency reserve balance.

In June 1976 the additjonal information, except for that con-
cerning the sources of funds used to purchase the property,
was furnished the regional attorney. We supplied information
obtained in our review on the source and application of funds
accumulated in the contingency reserve for property purchase
and facility construction (see p. 9) to the Regional Health
Administrator in December 1976.

The regional attorney issued a legal opinion on July 8,
1977, in response to the Regional Health Administrator's re-
quest for legal assistance. The legal opinion stated that
the delay in responding was due in part to the complexity and
number of isnues involved, and the volume of documents re-
viewed. The regional attorney, in commenting on region VIII
management's authority to execute the April 2, 1975, quit
claim deed, stated that:

“* * % Government agents have no authority to
give away the money or property of the United
States, either directly or by the release of the
Government's vested rights, unless authorized by
Congress. Thus the Government agents adminis-
tering the grants involved in this case and
taking action with respect to the deed had no
power or authority to release any of the Govern-
ment's vested rights. Accordingly, the execution
of the deed could not have constituted a release
of any of the Government's interests in the unim-
proved land or the remaining funds in the Building
Fund."

However, the regional attorney, in summarizing the Federal
Government's interest in the medical clinic and unimproved
land, maintained that since all funds for acquisition of the
medical clinic and adjacent unimproved land came from the
contingency reserve fund, those properties must be used for
their entire useful life to further the purposes of the PHS
314(e) grant program. If PHS officials determine that the
medical facility, including the unimproved land, is not being
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used continuously for its entire useful life to serve low-
income patients (with or without Federal funding), the Fed-
eral Government would have a right to recovery of the then
present value of the properties.

As to the clinic property covered in the April 2, 1975,
quit claim deed, the regional attorney stated that

“HEW may enforce compliance with the Conditions
as set forth in the deed, including the require-
ment that the owner continuously operate a
medical or a medical and dental facility on the
premises, but HEW may not, by the authority of
the deed, require the owner to provide medical
services to persons unable to pay for the
services.” (Emphasis supplied.)

The re-ional attorney advised th: Regional Health Admin-
istrator that all interest generated by grant funds, includ-
ing OEO grant funds and the $60,000 PHS 314(e) construction
grant, must be returned to the Federal Government. ke stated
that the balance remaining in the contingency reserve fur?
(excluding any interest income) is grant-related income under
the PHS 314(e) grant. The regional attorney concluded that
maintenance of the contingency reserve is not contrary to the
purpose of the PHS grant, provided it is being used to offset
misestimates of funding needs for approved project activities
or to further the purposes of the PHS 314(e) grant program.

In a July 14, 1977, letter to the current grantee, Family
Health Program, the Regional Health Administrator stated that,
based on the the attorney's opinion:

"* * * the Federal government has an interest equal
to the full value of the building and adjacent
unimproved property. In addition, the interest

on any Federal grant dollars in the reserve

funds belongs to the Federal government."

The Regional Health Administrator informed us in August
1977 that region VIII planned to request the HEW Audit
Agency's assistance in determining the amount of interest in
the contingency reserve fund due the Federal Government and
attempt to recover that amount from the grantee. HEW Audit
Agency on April 25, 1978, recommended recovery of $62,170.

As part of our review, we obtained data on daily patient

encounters in the second medical clinic for December 1976
through March 1977 to determine whether the clinic was

18



operating tc serve low-income patients. Our analysis was
limited to February and March 1977 because of the volume of
information. Our detailed analysis showed that over half
of the patients were low-income consumers. This indicates,
in our opinion, that the clinic operations at that time were
consistent with the purpose of the PHS grant program.

The Regional Health Administrator informed the grantee in
the July 14, 1977, letter that the Federal right of recovery
would not be exercised since the property was being used for
the purpose for which it was acquired. The Regional Health
Administrator told us in Auqgust 1977 that the region will
allow the grantee to contin : to operate the medical facility
provided the grantee is serving low-income patients.

In accordance with the regional attorney's legal opinion,
the unimproved property, surveyed out by HEW in the quit claim
deed negotiaticns must also be used to further the purposes of
the PHS grant program. While, a vacant lot is not, in fact,
being used to further the purposes of the PHS grant program,
the Regional Health Administrator informed us in Nay 1978,
that the unimproved property would be used for additional
office space and parking facilities to support clinic opera-
tions as it expands.

CONCLUSIONS

HEW region VIII management allowed NHC to collect funds
from several program sources intended to pay medical care ex-
penses of low-income consumers and to place those funds in
a contingency reserve fund to construct a medical facility.
The actions of NHC were contrary to HEW policy as acknowledged
by HEW officials. Also, PHS headquarters officials ratified
the region's decision apparently without determining whether
NHC complied with the OEO special grant conditions. Since
OEO's construction commitment was contingent on NHC meeting
the special grant conditions for construction, the transfer of
OEO's grant responsibilities to PHS did not, in our opinion,
preclude PHS from requiring that NHC honor those conditions
prior to allowing construction of the medical facility.
Although the method of acquisition and subsequent use made
of the funds were apparerntly within legal bounds, we believe
that such action was not straightforward and circumvented the
intended purpose of the applicable programs and, therefore,
ropresented an inappropriate use of funds. In some cases, for
example as with Medicaid payments, NHC received funds from
two sources to finance the same expense. Since the PHS grant
funds were used to pay the medical care expenses of Medicaid
patients, the 1972 PHS grant should have been reduced accord-
ingly when Medicaid funds were available.
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Also, region VIII officials did not act promptly to
establish fully the Federal Government's financial interest
in the medical facility and other precperty that was financed
with contingency reserve funds. We believe that if manage-
ment had acted prudently the Federal financial interest in
the medical facility and other property would have been
established either prior to or at the time of faciiity con-
struction. Furthermore, region VIII management should collect
all interest accumulated from Federal funds placed in the re-
serve and should not allow the grantee to continue to accrue
and maintain interest earned on grant funds in the reserve.

Since the medical clinic is operating in accordance with
its intended purpose, we ayree with HEW's decision to allow
the grantee to continue to operate the medical facility to
serve low-income patients.

RECOMMENDATION TO THE SECRETARY OF HEW

We recommend that the Secretary of HEW dirt¢ t the Re-
gional Health Administrator to initiate collecti. 1 of the
interest earned on grant funds by NHC and its suc ‘essor
organizations.

AGENCY COMMENTS AND OUR EVALUATION

The Department agreed with our recommendation. The
Department stated that the grantee has been notifie ' in writ-
ing that the interest earned on grant funds would h. e to be
refunded and following the determination of the exac - amount
to be refunded, collection actions would be initiate . Subse-
quent to the Department's response, we were informed that the
interest had been determined to be $62,170.

HEW disagreed with the implication in our report that the
regional office acted inappropriately in allowing the jrantee
to use grant-related income to construct a facility. iowever,
it acknowledged that some of the income should nnt have been
included in the reserve, but stated that there is no prohibi-
tion to establishing such a reserve.

We are not implying that it is inappropriate to establish
a contingency reserve. It is inappropriate, however, to re-
ceive funds from several governmental sources to finance the
same expense, and place the excess funds in a reserve to
construct a facility.
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Furthermore, it is not sound management to allow a
project with substantial Federal funding to construct a medi-
cal facility, purchase a parcel of unimproved property, and
maintain a contingency reserve fund without fully establish-
ing the Federal Government's financial interests beforechand.
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CHAPTER 3

INADEQUATE ACCOUNTING SYSTEM AND INEFFECTIVE

MANAGEMENT RESULTED IN ugFi"TIENT

GRANTEE PERFORMANC"

Region VIJI continuously funded Sv.eetwater Health Services,
Incorporated, and its predecessor orgai‘ization for abcut 3-1/2
years with qrant funds authorized under section 314(e) of the
Public Health Service Act and the Health Maintenance Organiza-
tion Act until SHS voluntarily withdrew from the HMO program.
However, region VIII did not adequately monitor SHS grant
activities to assure that adequate accounting records and
supporting documents were available during the last 18 months
(June 1, 1974 to Nov. 30, 1975) of SHS existence. Thus, HEW
was not able to assure that grant funds and grant-related
income were properly accounted for and used in compliance
with Government regulations and grant conditions. Further-
more, HEW funding continued even though HEW was aware that
SHS was making little progress toward becoming a federally
qualified HMO.

Applications for HMO qualification and Federal loan fi-
nancing were made by SHS in May and August 1975. Following
a site visit in September 1975, the Office of HMO Qualifica-
tion and Compliance informed SHS that 200 to 250 members
would have to be enrolled and physician participation would
have to be increased before a qualification decision could
be made. SHS was informed by region VIII officials that
the grant would be terminated unless it became a qualified
HMO by November 30, 1975.

Following unsuccessful efforts to meet the qualification
requirements or to obtain additional Federal financial assist-
ance, the Board of Directors voted to terminate the project
effective October 31, 1975. The termination date was later
extended to November 30, 1975, to close out the grant activi-
ties.

INADEQUATE ACCOUNTING FOR GRANT FUNDS

Altnough a $205,781 grant award (see P. 5) to SHS for the
period October 1, 1974 to September 30, 1975, contained a
special condition that an adequate accounting system must be
developed and implemented within 30 days of the notice of grant
award (Oct. 16, 1974), SHS accounting records and supporting
documentation were inadequate to assure that grant funds and
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grant-related income had been properly accounted for and used
in compliance with the special grant conditions and the HMO Act
and grant-funding regulations.

Indications of the need to monitor SHS
accounting system

Region VIII sta“f discussed the need for an adequate
accounting cystem for Federal grant funds with SHS officials on
several occasions. On a July 15, 1974, site visit to SHS, the
region VIII HMO financial analyst discussed with SHS officials
the need to establish an accounting system to properly account
for Federal grant funds. In August 1974 SHS informed region
VIII staff that an accounting system for Federal grant funds
was established with the assistance of a certified public
accountant. However, region VIII staff in subsequent site
visits did not resview the accounting records and supporting
documents until November 1975 to insure that an acceptable
accounting system had been developed to account for Federal
grant funds.

The initial indication of the need to monitor SHS
accounting system was a recommendation by an HEW committee
that vigited SHS in August 1974 to evaluate its application
for a $215,381 grant. The committee, made up of HMO head-
quarters and 1-3jional office program officials, recommended
that the award include the following condition:

"The grantee must develop and implement within
30 days of Notice of Grant Award an accounting
system and documentation procedures which

will protect the financial interests of the
Federal government related to this grant."

A3 previously noted, this condition was included in the
grant award document.

Another indication of the need to monitor the SHS ac-
counting system was comments included in an HEW Audit Agency
report dated September 3, 1974. This report stated that the
audit agency's limited survey disclosed that policies, proce-
dures, and systems turmulated by SHS after receiving account-
ing responsibility fo. r-~e grants in June 1974 included the
following weaknesses:

--Accounting personnel had no experience with the

accounting system devised by an independent
certified public accountant.
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--The accounting system allowed Federal funds to be
commingled with non-Federal funds.

--Formal inventory records were not maintained
and equipment was not tagged for identification.

The Regional Health Administrator explained in his response
to the Audit Agency report that weaknesses in the SHS manage-
ment, accounting system, and property inventory were due partly
to lack of experience in administering Federal funds. He said
that these matters had been discussed by telephone with the
grantee, and that the HMO program staff would follow up to see
that these matters were resolved during a site visit planned
for the week of October 28, 1974.

The first visit to SHS following the Administrator's
response was made by the regional HMO financial analyst and a
grar®ts management specialist in December 1974. The report on
thir visit states that considerable time was spent discussing
a Ncvember 18, 1974, letter from the HMO financial analyst in
which the requirements of an adequate accounting system were
again described. However, the grantee's available accounting
records and supporting documents apparently were not examined
in sufficient detail to discover deficiencies that existed in
implementing the system. Region VIII staff made several site
visits after December 1974, but deficiencies in the grantee's
accounting system and supporting documentation were not again
noted until a November 1975 site visit by regional and central
office staffs. Although the purpose of this visit was to
examine the grantee's fiscal status and to make programmatic
decisions concerning the closing out of the grant, questions
arose about the propriety of certain financial transactions
which prompted a request to examine the grantee's accounting
records. A report on this visit by the regional and head-
quarters staff members stated that a perusal of the ledger,
journal, and supporting vouchers revealed deficiencies such as:

--No adequate bookkeeping system to record grant
expenditures between June and October 1974 existed.

--Accounting records maintained after October 1974 were
incompletely posted and numerous adjusting entries
were made by the C.P.A. firm's auditors during a June
1975 audit to accurately show account balances.

--Travel expenses for spouses of the Project Director and
the Business Manage:" had been charged to grant funds.
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--No monthly or quarterly financial statements were
prepared and no reports of any kind had been submitted
to the Board of Directors.

In addition to the region's inadequate followup on the
accounting system weaknesses reported by the audit agency,
the region VIII Grants and Contract Management Branch did not
adequately follow up on the grantee's failure to render expend-
iture rerorts when dque. 1In December 1974 SHS was furnished
forms and advised that a report on expenditures for the p=oriod
June 1, 1974, through October 31, 1974, was due by March 1,
1975. When the required report was not received, there was no
followup by the region until October 1975, about 8 months after
the repcrt was due. An expenditure report for this period was
not received until July 1276 when reports were received for all
three SHS grant periods.

Audits of SHS financial activities
after inadequacies were recognized

After the inadequacy of the SHS accounting records and
supporting documentation became apparent to regional and head-
quarters staff in November 1975, the regional office recommended
that the Board of Directors initiate an audit at once. Arrange-
ments were eventually made for a local C.».A. firm to make such
an audit with assistance from a representative of +he region
VIII HEW Audit Agency. An audit was made covering the 18-
month period--June 1, 1974, to Novemher 30, 1975.

The C.P.A. firm, prior to its regular financial audit
report, issued a January 2, 1976, letter to SHS commenting on
the poor condition of SHS's accounting records and on weak-
nesses found during the firm's audit. Commenting on the
condition of SHS's accounting records, the firm stated:

“"Because of the condition of the records and
the commingling of grant funds, especially in
light of the pre-grant authorization from
August 1, 1974 to September 30, 1974 it was
impractical to reconstruct the records into
proper fund accounting.*

Some of the weaknesses noted in the firm's January 2,
1976, letter were as follows:

--In implementing payroll policies, either proper
records were not kept to compute vacation pay or
proper supervision was lacking in administering
vacations.
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-~Evidence was not found that showed expenditures in
excess of $2,500 had been approved by the Board of
Directors as required.

--Checks in excess of $2,500 were rot signed by the
president or secretary of the Board as required.

--Control of travel was weak, and records maintained
ror travel were either nonexistent or in very poor
condition.

--No evidence was found that showed travel was approved
either by the Board or the Project Director.

--No contracts or agreements were found to authorize
consulting fees.

--No support was found for salary or fee reimburse-
ments to SHS from Medical Services, Incorporated.
(SHS provi ‘ed certain employee and other administra-
tive services to Medical Services, a professional
corporation of doctors serving SHS.)

--Very little detail was provided, in most cases, to
substantiate expenditures.

The firm, in preparing financial statements for its audit
report published on January 7, 1976, had to reconstruct SHS
financial data by analyzing and classifying individual vouchers.
The firm stated in the audit report that it could not express
an opinion on the statements of receipts and expenditures be-
cause of the lack of proper substantiation and adequate ap-
proval to determinc the business purpose of several cash
expenditures,

At the request of region VIII officials, an audit was
also conducted by the HEW Audit Agency. The request was
based primarily on the accounting system deficiencies dis-
covered during the November 1975 site visit to SHS by head-
quarters and regional HMO program officials.

After the C.P.A. firm analyzed and classified financial
transactions by income and expense category, the HLW Audit
Agency reviewed selected transactions for compliance with agrant
regulations.

On April 14, 1978, the Audit Agency issued its final

report. The report, which covered the same time period
(June 1, 1974 to Nov. 30, 1975) as the C.P.A. firm's audit
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noted that SHS was "severely deficient" in establishing the
n~cessary financial management systems to account for grant
funds and equipment. The Audit Agency noted several de-
ficient financial management practices in administering Fed-
deral and local funds:

——Payments were improperly made by SHS after June 1,
1974, for grant expenditures incurred prior to
June 1.

--SHS had not estahlished the necessary accounting
sysiems to account for expenditures and matching
funds were not properly accounted for or documented.

--Many expenditure vouchers were not signed by the
secretary-treasurer and checks in excess of $2,500
were not signed by the Board president or secretary-
treasurer as required by SHS financial policies.

--Formal travel vouchers were not prepared by
employzes, and documentation was not available to
show the Executive Director's or the Board of
Directors' approval of trips.

--An equipment control system was not established
to account for and control equipment.

The Audit Agency also identified $1,612.10 in unallow-
able costs and a $406.68 fund shortage on the grant balance
transferred from Wyoming Health Services to SHS on June 1,
1974.

In commenting on our draft report, HEW Audit Agency of-
ficials informed us in March 1978 that they also disclaim an
opinion on allowability of watching costs because of in-
adeguate supporting documentation and recommend that SHS
either provide such documentation or refund the Federal share
of the reyuired matching costs.

Neither the C.P.A. firm nor the Audit Agency's reviews
fully addressed the adequac of SHS accounting system for
grant-related income and any premium income it received.

REQUEST FOR AN AUDIT ALLEGEDL{! CONTRIBUTED
IN PART TO THE PERSONNEL ACTIONS

In September 1976 HEW regional program officials wrote
the Chairman, Subcommittee on Health and Scientific Research,
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Senate Committee on Human Resources, stating that personnel
actions taken against one of the regional program officials,
the Regional HMO Program Consultant, 1/ were attributed in part
to statements made by an SHS official that were critical of the
consultant's conduct toward and assistance provided to SHS.

The regional officials' statement is based on the President

of SHS April 1976 letter to HEW's Regional Director.

The letter, intended as some closing comments concerning
SHS, described the consultant's relationship as “strained” and
“unpleasant”. The President of SHS indicated that several
concerns and, in particular, the handling of the final C.P.A.
audit were the primary reasons feor the letter. The letter
stated that the HMO consultant, diring the November 1975 site
visit, was highly critical of SHS accounting procedures and
the C.P.A, firm's prior audit of SHS for the period ended
June 30, 1975. The letter also stated that the consultant
improperly intervened in the auditing process on several occa-
sions. 1In referring to the C.P.A, firm's final audit completed
in January 1976, the SHS President stated that he was informed
by an HEW Audit Agency official, who reviewed the audit, that
minor accounting weaknesses were found.

The Regicnal Program Consultant wrote the Regional Director
sn April 28, 1976, in response to the SHS President's letter.
“he censultant's letter stated that the SHS President threatened
him with political pressure and possible legal actions if an
audit was requested and nothing was found. The Consultant
further noted that, in his judgment, the request for an audit
was appropriate. The official request for the HEW audit was
made by the Regional Health Administrator on December 2, 1975.

The findings of the C.P.A. firm's audit and the HEW Audit
Agency's report confirm that accounting deficiencies precluded
a proper accounting for Federal grant funds. Thus, as in-
dicated by the audit findings, we believe that the audit
was in order.

We did not adaress the formal charges against the Re-
gional Program Consultant concerning the Consultant's rela-~
tionship with SHS and his conduct in the audits because
we believe that these personnel actions are internal matters
that should be handled by appropriate HEW officials.

1/1In May 1976 the Regional HMO Proaram Consultant was relieved
of his duties and in March 1977, reassigned to the headquar-
ters office of the Indian Health Service.
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SIMILAR PROBLEMS EXIST

In previous reports we have issued on pre-HMO and HMO
program activities, we identified accounting and internal
control system weaknesses in several HMO projects similar to
those that existed at SHS. 1In reports issued in May 1974 1/
and November 1975 2/ concerning grantees' use of grant funds
and ways to improve HEW management of the grant program, we
reported the need for HEW to more closely monitor the financial
aspects of grants and assure that prospective grantees have
adequate accounting systems with appropriate internal controls
to protect the interests of the Federal Government. 1In the
November 1975 report, we identified grant projects in several
regions with inadequate accounting and internal control system
weaknesses.

In a September 1976 report to the Congress: “Factors that
Inpede Progress in Implementing the Health Maintenance Organi-
zation Act of 1973 (HRD-76-128, Sept. 3, 1976) we reported
that HEW 4id not have t¢he number and type of personnel needed
to Implement the HMO grant vrogram. This staffing deficiency
contributed to the lack of uniformity among the HEW regional
offices in reviewing grant awards, monitoring grants, and
providing technical assistance to grantees.

HEW has taken some action since the issuance of these
reports to improve itr adninistration of the HMO piogram.
However, SHS is another -:ample where HEW zontincec¢ to inade-
quately monitor a granteas's compliance with grant administra-
tion policies and procedures.

INDICATIONS OF [.JADEQUATE PROGRESS
mma‘wsérmmn

Observations made by consultants :nder contract with HEW
and regional program staff indicated that SHS was making little
progress tcward becoming operational. Other indications were
the number of changes in potential starting dates. However,
the grant was not terminated until the SHS Board voluntarily
voted to withdraw from the program.

1/'Review of Grants to Heulth Maintenance Organization of South
Carolira, Inc." (B-164031(2), May 17, 1974).

2/"Effectiveness of Grant Programs Aimed at Developing Health

Maintenance Organizations and Community Health Networks"
(MWD-75-98, Nov. 21, 1975).
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The grantee hired a consulting firm to assist in devel-
oping SHS as an HMO. Reports on a number of visits by the
firm's consultants between November 1972 and February 1975 were
included in region VIII files on SHS. 1In a November 1974

Qﬁeting, the consultants informed the region VIII program staff
at:

-—-They were concerned about SHS progress with HMO
development.

--They believed that most of their visits had not been
productive since nothing seemed to change between
visits.

--They believed that the SHS Executive Director had
become involved in too many side issues resulting
in a delay of operations.

Some deficiencies reported in January 1975 by ancther
consultant hired by region VIII were:

--The director of marketing was not capable or qualified
to develop a marketing strategy.

-~The marketing survey was incomplete, and the market
strategy was off schedule by 7 months.

--The proposed basic benefit package did not meet the
requirements of HMO program legislation (Public Law
93-222).

--Arrangements for stop loss insurance (protection against
insolvency) were not made as required by the HMO legisla-
tion.

--Only 3 of 11 tasks scheduled for initiation or comple-
tion by the time of the site visit were completed.
Significant tasks not completed included determination
of capital requirements, finalization of actuarial
data, and finalization of reporting systems.

--An overall management plan and a management system
for SHS were not completely developed.

A region VIII staff member, following a site visit in
December 1974, reported that he believed that the Executive
Director was reluctant to initiate action for SHS to become an
operationally qualified HMO. Also, he reported his impression
that the Executive Director was heavilv involved in community
activities which were “superficial" to HMO development.
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Although SHS set several dates to begin operations, nore
were met. These dates were:

-=July 1, 1974.
-~September 1, 1974.
--January 1, 1975,
--Spring 1975.

met primarily because of the continued unavailability of grant
funds and headquarters officialg’ advice that SHS not begin
operations until it became a federally qualified HMO.

On May 20, 1975, SHS submitted an application for quali-
fication to the Office of HMO Qualification and Compliance.
Following a June 1975 site visit, region VIII program staff
reported that a great deal of work needed to be done in the
next few weeks, but with completion of the activities laid
out in the schedule of responsibilities, SHS should essentially
be prepared for Operational status on July 1, 1975, as planned.

On August 1, 1975, 87 members had been enrolled, but the
Federal HMO qualification requirements had not been met. As
noted previously, the SHS board voted to withdraw from the
program, effective October 31, 1975. The grant was terminated
as of November 30, 1975.

OBLIGATION FOR POSSIBLE RETURN
OF FEDERAL GRANT FUND3

whether SHS was obligated to return Federal grant funds after

failing to operate a qualified HMO. The request asked for the
regional attorney's interpretation and applicability to SHsS

of an April 19, 1976, memzrandum from the acting director, 1/

division of health maintenance organizations to an HEW region

VIII official vho raised the issue with headquarters officials

concerning another grantee.

The acting director's memorandum stated:

1/Effective March 1, 1978, HEW appointed a new director
of a reorganized Office of HMOs.

31



"Althoujh the [HMO] Act is silent on a remedy for
Lecovery of expended grant funds, we believe that
the Act requires a grantee which demonstrates that
the development and operation or expansion of the
operation of an HMO is feasible to become a quali-
fied HMO. The Act and regqulations clearly ‘mpose
an obligation on the HMO grantee which demo) strates
feasibility that it develop and operate an HMO in
accordance with the regulations and the Act."“

The act and regulations require each grant application to
have in it certain signed assurances that the applicant will
develop and operate a qualified HMO. The ecting director's
April 1976 memorandum, in reference to the required assurances,
stated as follows:

“We believe that the Act and regulations clearly bind
a grantee for which feasiihility has been established
to comply with assurances to develop and operate a
qualified HMO. Since there is clearly an established
legal obligation assnciated with the signed assurances
for planning or initial development costs projects,
the applicant should not enter into such an agreement
unless there is a total commitment to develop or
expand and operate an HMO. A grantee which demonstrates
feasibility or satisfies the feasibility or planning
requirements and fails to achieve qualification status
would be held in violation of these assurances;
consequently, we will consider all available remedies,
including the possibility that such granten may be
required to return expended Federal grant funds.

Of course, the Department will consider the good faith
of the grantee and the reasons for non-compliance with
the assurances in determining which remedies, if any,
to pursue in such an inscance."

In February 1978 this same official commented on the HEW
Audit Agency draft report and indicated that the question of
whether SHS complied with the assurances to develop and operate
a qualified HMO was not addressed in the Audit Agency's draft
report. He stated that a decision on it should be made before
the audit report is issued. As director of the division of
health maintenance organizations, he described the HMO pro-
gram's position as follows:

"If this questicn is answered negatively, the
recovery of all Title XIII grant funds should
be undertaken. Compliance with the assurances
has been considered met by grantees who have
not developed and operated a qualified HMO when
it has been determined that the grantee has put
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forward its best effort in meeting this require-
ment. In the case of this grantee, some ques-
tion exists as to whether such best effort has
been made. The basis for this is the denial of
qualification which was in part based on lack

of [health care] provider arrangements. The
audit agency was given provider contracts in
addition to the few presented to the Qualifica-
tion Office. 1If the absence of these rontracts
was a primary reason for denial of qualification,
then best effort in complying with the assurances
was probably not made. Further examination of
the grantee's efforts must be undertaken before
this question can be answered.*

As of June 1978, HEW had not resolved the issue of whether

best effort in complying with the assurances was made. The
final HEW Audit Agency report noted that the agency did not
include an analysis of why SHS did not become qualified in

the scope of its review. We agree with the views of the former
director of the division of health maintenance organizations
that further examination of the grantee's efforts should

be undertaken, particularly in regard to whether che provider
contracts given to the Audit Agency were also disclosed to

the Qualification Office.

AGENCY ACTIONS TO IMPROVE
GRANT ADMINISTRATION

HEW has taken some action to try to improve grant adminis-
tration and prevent the recurrence of similar management defi-
ciencies. Because of insufficient staffing and inadequate
ronitoring of projects receiving grants in other Public Health
Service grant programs, HEW initiated:

--A checklist in January 1975 designed to assist Grants
and Contracts Specialists and program staffs in evaluat-
ing existing management practices, accounting systems,
and internal controls during site visits.

--A followup system to insure timely receipt of
grantee expenditure reports at the regional level.

The Regional Health Administrator issued an October 1974
memorandum which described the responsibilities of program
managers and grants management specialists. He indicated that
both had a responsibility for determining compliance with grant
conditions involving financial management but did not state who
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had primary responsibility. He told us that he intended that
the Grants and Contract Management Branch have primary responsi-
bility for compliance with grant conditions, particularly those
involving financial and business management activities.

The Administrator's position was emphasized in April 1976
when a Secretary's task force for improvement of grants adminis-
tration in HEW issued new manual instructions on “Grants Officer
Responsibilities in the Administration of Discretionary Grants."
In August 1976 a draft of similar instructions for PHS grants
was disseminated to the PHS Grants Management Advisory Committee
for review and comment. Both sets of instructions clearly
charge the Grants Management Officer with the responsibility for
the business and other nonprogrammatic areas of grants adminis-
tration. These include determining compliance with special
grant conditions, adeguacy of grantee business management
systems and timely expenditure reporting.

The Branch Chief, Grants and Contracts Management Branch,
said he planned to establish a followup procedure to assure
timely implementation of special grant conditions if the sug-
gested August 1976 PHS quidelines for giving his organization
this responsibility were approved.

CONCLUSIONS

Because we could not determine the accuracy and allow-
ability of several grant expenditures from available records
and documents, we believe that assurance is lacking that
grant funds awarded SHS had been properly accounted for and
used in compliance with Government reqgulations and grant
conditions. Because of its inadequate accounting system
for grant funds, assurance is also lacking that the grantee
properly accounted for all grant-related income and any pre-
mium income it received, particularly since neither was fully
addressed in the C.P.A, firm's and HEW Audit Agency's reviews.

We believe that inadeguate accounting for the use of grant
funds continued to exist despite early warnings and several
site visits because, prior to the November 1975 visit, either
limited or no actual examination of the existing records and
documents was made and timely followup was not wade to deter-
mine compliance with grant conditions.

We did not pursue the issue of lack of progress in de-
veloping an operational HMO in much detail because the
grant has been terminated and we were primarily concerned
with examining the alleged inadequate accounting for grant
funds. However, SHS lack of progress existed for some time.
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In our opinion, as soon as it becomes apparent that a grantee
is not making much progress, the region should reexamine
milestones for accomplishing the various tasks and make adjust-
ments, if warranted, in cooperation with the grantee. If

a grantee's lack of progress continues, we believe that

the grant should be terminated.

Also, when a grantee receives Federal grant assistance for
the purpose of developing and operating a qualified HMO, HEW
should consider those instances when a grantee has voluntarily
withdrawn its qualification application and determine whether
the grantee had acted in good faith and was seriously committed
to seeking an operationally qualified status. Accordingly,
region VIII should continue to pursue this issue in regard to
SHS and consider all available remedies, including possible
recovery of Federal grant funds.

If actions taken by the agency to improve grant adminis-
tration are properly implemented and close cooperation and
coordination are established and maintained between the Grants
and Contracts Management Branch and the program staff, such
situations should not recur. To assure proper implementation,
we believe that regional instructions need to be expanded to
better define the responsibilities of the different organiza-~
tions and more specifically describe the procedures to be
followed. 1In particular local instructions should be expanded
to clearly state that the Grants and Management Contracts Branch
will have the primary responsibility to establish the necessary
controls to assure timely compliance with business and financial
management requirements.

RECOMMENDATIONS TO THE SECRETARY OF HEW

We recommend that the Secretary of HEW direct the Regional
Health Administrator to (1) initiate collection of all unallow-
able grant expenditures incurred by SHS, (2) determine whether
SHS had acted in good faith toward becoming a federally quali-
fied HMO, and because of its voluntary withdrawal from the
qualification process, whether an obligation exists to return
Federal HMO grant funds; and (3) clearly establish management
policies and procedures to prevent a recurrence of HEW's grant
management problems similar to those identified at SHS.

AGENCY COMMENTS AND OUR EVALUATION

HEW agreed with our recommendations and indicated that
it is taking appropriate action. Concerning our recommenda-
tion on the need to clearly establish management policies
and procedures in administering its grant programs, HEW
maintained that:
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"With the PHS implementation, effective March 1,
1977, of Crants Administration Manual Chapter 1-03,
'Grants Officer Responsibilities in the Adminis-
tration of Discretionary Grants, ' the responsi-
bilities of the grants management officer are
clearly delineated. Further, a recent departmental
review of the grants management office in Region
YII1 concluded that the office has satisfactory
systems for managing its grants.*

We are not able to comment on the adequacy of the re-
gion's present system for managing its grant pPrograms, since
we did not conduct a detailed review of its grants management
activities. However, the problems the region encountered in

HEW did not agree with our finding that SHS continued to
be funded despite the region's knowledge that SHS was not mak-
ing satisfactory progress toward qualification. It maintained
that the regional program staff had evaluated the grantee
shortly before it withdrew voluntarily from the program and
concluded, based on the indicators available at that time,
that there was a reasonable prospect that SHS would become
a qualified HMO.

We believe that the report sufficiently addresses the
findings of SHS inadequate progress by regional staff ang
consultants under contract with HEW who evaluated the plan's
progress toward qualification. We still maintain that SHS
lack of progress existed over an extended period of time and
thus, consideration should have been made sooner, if not to
terminate the grant, at least to assess the region's lack of
success in trying to assist this project.
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APPENDIX I APPENDIX I

DEPARTMENT OF HEALTH. EDUCATION, AND WELFARE

OFFICE OF THE SECRETARY
WASHINGTON, D.C. 2030t

April 6, 1978

Mr. Gregory J. Ahart

Director, Human Reaocurces
Division

United States General
Accounting Office

Washington, D. C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request for our comments

on your draft report entitled "Problems in Administration of Two

Health Maintenance Organization Projects in Region VIII."

The enclosed comments represent the tentative position of the Department
and are subject to reevaluatior when the final version of this report

is received.

We appreciate the opportunity to comment on this draft report before
its publication.

' Sincerely yours,

"o d {Dw,)

Thomas D. Morris
Inspector Taneral

Enclosure
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APPENDIX I APPENDIX I

COMMENTS OF THE DEPARTMENT OF HEALTH, EDUCATION, AND
WELFARE ON THE COMPTROLLER GENERAL'S DRAFT REPORT
ENTITLED "PROBLEMS IN ADMINISTRATION OF TWO HEALTH
MAINTENANCE ORGANIZATION PROJECTS IN REGION VIII"

GENERAL COMMENTS

The Department generally concurs with the recommendations of the
General Accounting Office (GAO). In fact, many of the criticisms
reported by GAO had been noted duriag a review conducted by the

HEW Audit Agency (HEWAA) and actions have teea initiated or planned
that will result in claims against the grantees for recovery of
funds, as well as other corrective measures. We do not, however,
ag-ee totally with some of GAO's conclusions on issues not addressed
in the recommendations.

The draft report implies that the regional office acted inappropriately
in allowing the grantee to use grant-related income to comstruct a
facility. Although it may be concluded that some of the income should
not have been included in the reserve, there is no prohibition to
establishing such a contingency reserve. Further, GAO endorses the
outcome of the use of the reserve by its statement on page 32:
"However, since the medical clinic is operating in accordance with

its intended purpose, we agree with HEW's decision to continue to
operate the medical facility to serve low income patients."

[See GAO Note.]

In addition, we do not agree with the implication that Sweetwater
Health Services, Inc. (SHS) continued to be funded even though the
regional staff knew that SHS was not making satisfactory progress
toward becoming a federally qualified Health Maintenance Organization
(HMO). The regional program staff had evaluated the grantee shortly
before it withdrew voluntarily from the program and concluded, based
on the indicators available at that time, that there was a reasonable
prospect that SHS would become a qualified HMO.

GAO RECOMMENDATION

We recommend that the Secretary of HEW direct the Regional Health
Administrator to determine the amount of and, if appropriate,
initiate collection of the interest earned on grant funds by NHC
and its successor organizations.

DEPARTMENT COMMENT

We concur. The grantee has been notified in writing that the interest
earned on graat funds would have to be refunded. Following our
determination of the exact amount to be refunded, collection actions
will be initiated.
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APPENDIX I APPENDIX I

GAO RECOMMENDATION

We recommend that the Secretary of HEW direct the Regional Health
Administrator to (1) determine the amount of and initiate collection

of all unallowable grant expenditures incurred by SHS and (2) determine
whether SHS had acted in.good faith toward becoming a federally
qualified HMO, and in view of its voluntary withdrawal from the
qualification process, whether an obligation exists to return Federal
HMO grant funds.

DEPARTMENT COMMENT

We concur and appropriate action is underway.

GAO RECOMMENDATION

We recommend that the Secretary of HEW direct the Regional Health
Administrator to clearly establish management policies and procedures
to prevent a recurrence of HEW's grant management problems similar
to those identified at SHS.

DEPARTMENT COMMENT

We concur. With the PHS implementation, effective March 1, 1977, of
Grants Administration Manual Chapter 1-03, "Grants Officer
Responsibilities in the Administration of Discretionary Grants,"

the responsibilities of the grants management officer are clearly
delineated. Further, a recent departmental review of the grants
management office in Region VIII concluded that the office has
satisfactory systems for managing its grants.

GA) Note: Ppage references in this appendix refer to the
draft report and do not necesrarily agree with
the page numbers in the final report.
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APPENDIX II APPENDIX II

PRINCIPAL HEW OFFICIALS RESPONSIBLE FOR

ACTIVITIES DISCUSSED IN THIS REPORT

Tenure of Offige

From To

SECRETARY OF HEW:

Joseph A. Califano, Jr. Jan. 1977 Present

David Mathews Aug. 1975 Jan. 1977

Caspar W. Weinberger Feb. 1973 Aug. 1975

Frank C. Carlucci (acting) Jan. 1973 Feb. 1973

Elliot L. Richardson June 1970 Jan. 1973
ASSISTANT SECRETARY FOR HEALTH:

Julius Richmond July 1977 Present

James F. Dickson III (acting) Jan. 1977 July 1977

Theodore Cooper May 1975 Jan. 1977

Theodore Cooper (acting) Feb. 1975 Apr. 1975

Charles C. Edwards Mar. 1973 Jan. 1975

Richard L. Seggel (acting) Dec. 1972 Mar. 1973

Merlin K. Duval, Jr. July 1971 Dec. 1972
REGIONAL HEALTH ADMINISTRATOR,

dEW REGION VIII:

Hilary H. Connor June 1974 Present

Hilary H. Connor (acting) Mar. 1974 June 1974

Abel Ossorio (acting) Aug., 1973 Mar. 1974
REGIONAL HEALTH DIRECTOR,

HEW REGION VIII:
Abel Ossorio Oct. 1972 Aug. 1973
Dean Hungerford (interim) July 1971 Oct. 1972

(102001)
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